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THE ECONOMIC DECADE 
OF THE SIXTIES-- 


What 
Are Its Challenges? 


By almost any forms of comparison, the postwar Ameri- 
can economy has been working well. The typical American 
today enjoys a standard of material well-being substantially 
higher than that realized anywhere else in the world, and 
probably half again as great as that of the previous generation 
of Americans. Both as a worker and consumer he enjoys an 
unparalleled range of choice in his economic actions. And 
his increasing share of goods and services has been accom- 
panied by a shortening of the work-week and improved 
conditions of employment. 

Nonetheless, several problems have darkened our economic 
horizons during the postwar years. 

One such problem has been unemployment. Although the 
fears of some prognosticators that our economy would lapse 
once again into a depression like that of the 1930's have 
happily failed to materialize, on several occasions the pace 
of economic activity has slackened and the numbers of un- 
employed have mounted. During the recessions of 1949, 
1954, 1958, and 1960-61, as many as 6 or 7 percent of our 
work force have been without jobs. And even during recent 
“boom” years, a disturbingly large number of job seekers— 
particularly in so-called “depressed areas” and “declining 
industries’"—have been unable to find work. 

A second problem of the postwar years has been inflation. 
Since 1939 the average price level has more than doubled. 
Today it takes $1.25—on the average—to buy what could 
have been purchased for $1.00 just ten years ago. And the 
relentless pace of inflation goes on, so that even during 
recent recession months prices have continued to creep 
upward. 

A third problem concerns our rate of economic growth— 
the rate at which our gross national product, or output of 
goods and services, is increasing over time. Many observers 
are concerned about the fact that in recent years our national 
output has failed to grow as rapidly as it did in years past, 
or at anything approaching the current rate of development 
of the Soviet economy. 


And to this formidable list of problems, another compli- 
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cating—and complicated—concern has recently been added: 
the problem of our gold outflow, the origins of which lie 
in our trading, investing, and aid relationships with other 
countries. 





Each of these problems poses separate difficulties for those 
who will be formulating our national economic policies dur- 
ing the years ahead. Together they add up to a major chal- 
lenge for the sixties. 


OUR NATIONAL ECONOMIC GOALS 

Much has been said and written in recent months concern- 
ing the purposes, goals, and objectives underlying various 
aspects of our activity as individuals and as a nation. In 
November of 1960 the non-partisan Commission on National 
Goals made its report to President Eisenhower. While the 
Commission was at work another group of prominent Amer- 
icans presented its views in a widely read national magazine. 
And turther discussion of these matters arose in conjunction 
with the 1960 political campaign. 

In the course of this public discussion considerable atten- 
tion was given to the wide range of objectives relating to 
economic affairs. Although there were sometimes differences 
of emphasis among the commentators, the most striking fact 
was the substantial range of agreement as to what constitute 
our economic goals. Meeting wide acceptance was each of 
the following points: 

First, ours is an economy in which heavy reliance is placed 
on the exercise of individual initiative, and in which com- 
petition among individuals—both as producers and as con- 
sumers—must continue to be counted on to perform the lion’s 
share of the task of directing our production process. More- 
over, measures taken to promote the other objectives stated 
here must be consistent with the continued maintenance of a 
healthy and competitive individual enterprise system. 

Second, at the same time, ours is a “mixed economy,” in 
which all levels of government—federal, state, and local— 
are called on to play several important roles. Some vital 
services (for example, national defense and highways) can 
be provided only by government. In other areas (for exam- 
ple, education and health) both governmental and private 
organizations help meet our needs. Many aspects of the 
functioning of the private sector of the economy (for ex- 
ample, the transportation and communication industries, and 
the competitive practices of industry in general) need careful 
government scrutiny and regulation. And in many areas of 
research and development a major share of our current en- 
deavor is performed by government (for example, the medical 
research programs of the National Institutes of Health and 
the nuclear power research and development program of the 
Atomic Energy Commission). The achievement of an appro- 
priate balance between the private and public sectors of the 
economy is a critically important objective of national policy. 

Third, within the context laid down by these first two 
objectives, the problems referred to earlier—unemployment, 
rising prices, and a lagging rate of growth—must be solved. 
At least since the enactment of the Employment Act of 1946, 
a sustained high level of employment has been a major 
objective of national economic policy, and an important 
means to the attainment of many of our other goals. Develop- 
ments both here and abroad during the postwar years have 
also reaffirmed the importance of stable prices and rapid 
economic growth among our national objectives. Whether 


these employment, price, and growth objectives are fully com- 
patible with one another—or whether the achievement of 
one may require some sacrifice in terms of another—is hotly 
debated. (We shall take this issue up again below.) But 
none of them can we afford to disregard. 

We all have a tremendous stake in the degree of success 
realized in meeting these objectives. The kinds of lives we 
and our children shall live will be affected in many ways. 
The continuing improvement of our standard of living, which 
we have all come to expect, is dependent on our success in 
developing new jobs for a work force that is expected to 
grow by about 13,500,000 workers over the course of this 
decade. And the degree to which troubling “pockets of 
poverty” can be eliminated from our society ot affluence 
will be determined in large part by the rate of economic 
growth which we achieve. 

But more than our material well-being is at stake. Our 
economic and political system is “on trial” before the eyes 
of much of the rest of the world. To the extent that we suc- 
ceed in meeting the goals which we have set for ourselves, 
the attractiveness of our system, with its emphasis on indi- 
vidual initiative and freedom, will be augmented. To the 
degree that we should fail to meet our objectives, the allure 
of the communist alternative will be enhanced. 

Moreover, only if our economy does in fact operate at high 
levels of employment and growth during the sixties are we 
likely to meet the challenges we face in the areas of national 
security and foreign assistance. If our economy is operating 
“in high gear,” the resources which may be needed for high- 
priority defense and foreign assistance projects may be 
channeled into such uses without cutting back on private 
consumption. If our economy is sluggish, the danger that 
we may devote inadequate resources to our national security 


needs will be increased. 


IMPLEMENTING NATIONAL OBJECTIVES 

What we have said about the nature of our economic 
goals has two important implications with regard to the 
means which we can call upon to achieve those goals: 

First, because of our emphasis on the role of private initia- 
tive and individual freedom, many “direct” methods of gov- 
ernment intervention in economic affairs will not be em- 
ployed in a peacetime American economy. Such devices as 
the forced conscription of labor, controls over production and 
the allocation of raw materials, and government price and 
wage fixing—although employed by some countries in their 
programs of national economic planning—will have no place 
in our economic tool-kit. 

And second, because there are several different (and pos- 
sibly at least partially conflicting) goals to be pursued, it is 
likely that only if a wide range of different measures are 
employed can we be successful in attaining our several 
objectives simultaneously. 

What, then, are the types of government policies which 











we may expect to find employed in pursuing our national 
economic goals during the sixties? 

Of major importance, first of all, will be a host of measures 
under the heading of fiscal policy—the spending and taxing 
programs of government. Changes in the level or composition 
of public expenditures can contribute in several different 
ways to our fight against unemployment, rising prices, or 
economic sluggishness. And variations in the level or dis- 


tribution of the tax burden imposed by government on the 
private sectors of the economy will influence both the availa- 
bility of funds and the incentives affecting the achievement 
of our economic goals. The tax and expenditure policies of 
all levels of government will be important. But the federal 
budget (which, counting “trust fund” expenditures for social 
security and highways, is now about $105 billion alongside a 
gross national product of about $500 billion) will be especially 








important, both because of its vast size and because of the 
possibilities of varying it as economic conditions change. 

Also on the list of tools to be employed will be monetary 
policy—that is, measures taken by the Federal Reserve System 
(and the Treasury as well) affecting both the availability 
of loans from the commercial banking system and the cost 
of borrowing, or pattern of interest rates prevailing in the 
economy. “Tight money’—involving higher interest rates 
and a more limited capacity of the banking system to lend 
money—has long been accepted as an effective method of 
preventing excessive, loan-financed spending that might give 
rise to inflationary pressures. And its opposite, an “easy 
money” policy, under which interest rates fall and those 
seeking loans to finance new factories or machinery find 
needed funds more easily, may of course serve as a stimulant 
to investment—and thus to a higher level of employment 
and a more rapid rate of growth. 

In enumerating the tools which may be employed, note 
must also be made of governmental policies under the head- 
ings of regulatory activity and the promotion of research and 
development. Indeed, some would argue—and the point is 
hotly contested—that only if effective new governmental 
measures are developed under these headings can our several 
different objectives be simultaneously —— 

With this list of tools in mind, let us now examine how 
they may be utilized in combatting the several problems 
noted at the outset. 


FIGHTING THE PROBLEMS OF ... 

Unemployment. As was hinted at above, the unemploy- 
ment problem during recent years has had two rather dif- 
ferent sets of causes. In part it has been the consequence of 
recurring recessions, or temporary general declines in the level 
of spending and over-all economic activity. During four sep- 
arate periods since the end of World War II, when recessions 
have occurred, new orders have declined, and businesses have 
attempted to cut back their spending on inventories and on 
new plants and equipment, with the result that many workers 
have been laid off and others have found their work-weeks 
shortened. But this is only part of the picture. For much of 
postwar unemployment has been associated with other factors 
—with changing patterns of production resulting, in turn, 
from changes in consumer tastes or in the relative costs of 
producing different goods and services. In industries and 
geographical areas experiencing a relative decline for their 
products, either alternative avenues of production and em- 
ployment must be found or unemployment levels will mount. 

For the problem of recession-induced unemployment several 
remedies may be proposed. Just as the cause of recession is 
too little spending, so too the path to recovery (and higher 
levels of employment) is to be found through increased 
spending in various sectors of the economy. Of considerable 
importance in keeping our postwar recessions mild ones has 
been the role of “automatic stabilizers’—involving an auto- 


matic increase in certain government expenditures (for 
example, unemployment compensation and farm price support 
payments) and an automatic decline in the amount of pur- 
chasing power siphoned out of the private sectors of the econ- 
omy through taxes. Some would have us make our economy 
more “recession-proof” by enlarging the role of these auto- 
matic stabilizers—by enlarging and extending the duration 
of our unemployment compensation programs, or by relying 
more heavily on those taxes which decline in yield during a 
recession. 

Others argue that “discretionary” (nonautomatic) fiscal 
measures should be employed—that tax cuts should be stepped 
up to stimulate recovery from a recession. Still others dis- 
agree, however, pointing out that such measures can take 
effect only after considerable time has elapsed and after new, 
possibly inflationary circumstances have developed. “Easy 
money” may also be employed to combat recession, although 
there is again the danger that if it is pursued too hard or 
too long it may dangerously augment inflationary pressures. 

For the problem of the “structural” unemployment associ- 
ated with declining industries and depressed areas, the reme- 
dies are less clear and even more controversial. One com- 
ponent of our policy to cope with this sort of problem will 
be measures designed to alleviate the suffering of those 
directly affected. Such measures, however, will often militate 
against the long-run solution of the problem: the transfer of 
the affected labor into other industries or areas. The long- 
run solution may demand that several different steps be taken 
—new investment programs in new industries in which new 
jobs will be created, education and training programs to 
facilitate the transfer of the labor into other lines of endeavor, 
and an expansion of those public services which might facili- 
tate the redevelopment of a depressed area. Some of the 
measures are a part of legislation currently being considered 
by the Congress. Others, though employed by many Western 
European countries, have not yet been seriously considered 
here. 

Inflation. While there is dispute concerning the emphasis 
to be accorded to each factor, our recent inflationary experi- 
ence may be attributed to two types of forces. On the one 
hand inflation is the consequence of too much spending— 
of an attempt by consumers, business firms, and government 
to buy more goods and services than there are available at 
current prices. But in addition to these demand pressures, 
certain forces on the cost side have contributed to the increase 
in the general price level. Wage hikes in excess of produc- 
tivity increases, many price increases in large and concen- 
trated industries, and automatic increases in government- 
supported prices of farm commodities in response to rising 
prices elsewhere in the economy may all be cited as examples 
of “cost-push” forces in the inflationary process. 





The excess demand aspects of inflation can be counteracted 
by fiscal and monetary measures just the opposite of those 
prescribed as antirecession remedies. Higher taxes, lower 
public expenditures, and tight money can all contribute to 
curtailing inflationary pressures. But one grave caution must 
be sounded. It may well be, unfortunately, that the degree 
of demand curtailment required if the price level is to be 
kept stable would result in a substantially (and politically 
intolerable) degree of unemployment. 

If this is the case (and there is disagreement on this point), 
either we must be prepared to pay for a high level of employ- 
ment with some degree of inflation or else we must find 





other methods for containing inflationary pressures. In this 
connection it has been proposed (and both candidates in the 
1960 Presidential election agreed) that new techniques be 
explored whereby the federal government might exert some 
form of influence in key wage and price setting processes. 
Lagging Growth. The issues relating to our rate of eco- 
nomic growth are complex (and were explored at some 
length in “Vital Issues,” Volume IX, Number 9). In part 
they are related to what was said about unemployment above. 
Unless we find effective methods for keeping recession- 
induced and structural unemployment to a minimum, we fail 
to make full use of our available resources, and our rate of 
growth will suffer correspondingly. But growth is dependent 
on more than this. It hinges in large degree on the develop- 
ment of new resources for the future. If we are to grow 
more rapidly, our human resources must be more fully utilized. 
Steps must be taken to improve both the extent and quality of 
educational opportunities open to the average American and 
to remedy the plight of our “poverty sector,” whose potential 
contribution to the production process is impaired by inade- 
quate housing, etc. A rapidly growing economy is also de- 
pendent on the effective development of our material re- 
sources (including minerals, water, and electric power) and 
on advances in research and technology. Both private enter- 
prise and government share in these responsibilities. 
Investment in new factories and machinery is particularly 
crucial in the process of economic growth, since it is invest- 
ment, in large degree, which gives rise to productivity 
increases—to higher levels of output per worker, or per hour 
worked. And investment, in turn, is markedly affected by the 
nature of tax and monetary policies being employed. Ac- 


cordingly, one facet of our efforts to improve our rate of 
growth must be a careful examination of our tax and monetary 
policies, with the aim of eliminating provisions inimical to 
growth and, hopefully, of building in measures positively 
designed to accelerate growth. Of special interest in this 
regard are proposals, to be considered by the Congress, for 
changes in the treatment of investment and depreciation 
under our federal corporation and personal income tax 
statutes. 

Gold Outflow. The factors giving rise to the recent gold 
outflow from the United States are too many and varied 
for exploration here. But one important point should be 
noted. Many of the measures which might be advocated as 
means for combatting unemployment or promoting growth 
might in fact worsen, rather than improve, our gold outflow 
problem. For example, an easy money policy which might 
be employed in fighting recession results in a lowering of 
the rate of interest which can be obtained in return for in- 
vesting one’s money in U.S. government securities. As a 
consequence, funds that might have been invested here will 
flow abroad in search of higher interest rates—with a conse- 
quent increase in the outflow of gold. Our policies designed 
to achieve our national economic goals must, therefore, also 
take into account what effect they might have on the inter- 
national balance of payments. 


None of these problems is simple, nor can its solution 
be found by turning to simple formulas or prescriptions. 
Together the several issues examined here pose a most de- 
manding challenge for the sixties. 
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